Commonwealth of Massachusetts
Department of Telecommunications and Energy
Fitchburg Gas and Electric Light Company
Docket No. D.T.E. 02-24/25
Record Request Response

Record Request No.: DTE-RR-37

If the data is available, please revise the summary pages for AG-1-19 (gas) and show three
columns: the total amount budgeted; the "second step" engineering estimate done prior to
starting the job, (tr. 1248-1249); and the total amount expended. Show the deviations of the
total amount expended from the total amount budgeted, the corresponding percentages, and
similarly the deviations of the total amount expended from the authorized amount and the
corresponding percentages.

Response:

In order to provide a thorough explanation for this request, it is important to review the FG&E
Report on the Capital Budgeting Process submitted to the Department on April 16,2002. That
Report describes in detail the Capital Budgeting Process which can be summarized as the two
steps involved in developing, authorizing and approving capital budgets and capital projects.
Approval of capital spending is accomplished at two levels:

* First, a comprehensive capital budget is prepared and approved annually. Within this initial
budget process, each project is separately identified with a "budgeted amount" for major
projects, as well as for annual "blanket” authorizations.

e Second, prior to undertaking construction or incurring costs, each project’s “budgeted
amount” is individually reviewed to verify that the budget estimate is reasonable. Once this
second review is completed, the project is authorized and approved, which represents the
"authorized amount".

The capital budget is prepared in the months of August through November each year and
includes all known and anticipated projects for the following year. In developing this budget, the
Company endeavors to prepare detailed estimates for all projects, including a breakdown of
labor and materials. Some projects that occur each year are unknown at the time of budget
preparation, and will appear as "non-budget" projects or with $0 budgeted.

Once the overall capital budget has been reviewed by the President and subsequently
approved by the Board of Directors, each project is separately authorized before undertaking
the actual work. This “second step” provides another opportunity for management review and
final approval prior to expending funds. As part of this authorization process, budgetary
estimates are reviewed and revised if necessary, and detailed job estimates are developed if
such estimates were not prepared during the budget process. At this stage of the process, the
goal is to have estimates that are accurate to within +/- 10%. Of course, larger variances will
still occur from time to time due to unexpected contingencies once construction begins in the
field.

See Attachment DTE-RR-37 (Gas) pages 1 through 3, for a revised summary of the pages from
AG-1-19 (Gas), which contains the comparisons requested. Overall, the difference between
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Total Amount Expended and Total Amount Budgeted is $21,756, or 3/10ths of one percent over
Total Amount Budgeted ($6,826,194 compared to $6,847,950). In order to make a relevant
comparison, Total Amount Expended has been reduced by the amounts of those projects that
were not originally budgeted which have been shown in italics on the Attachment (refer to page
3 of 3, line titled “Grand Total Less Non-Budgeted Auth’s”).

If a similar comparison is made between Amount Authorized as compared to Amount
Expended column the result is $153,652 or 4.3%. The amount expended is less than the
authorized ($3,433,357 compared to $3,587,009). In order to make a relevant comparison, the
columns entitled amount authorized and amount expended have been reduced by
authorizations for years 1999 and 2000, and any authorizations that were “open” or not
completed at December 31, 2001 on the Attachment (refer to page 3 of 3, line entitled "Grand
Total less 1999, 2000 and open Auth’s.

Person Responsible: Mark H. Collin
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